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ABSTRACT 

Futures  trading  in  perishable  commodities  has  frequently  been  cited  as  having 
undesirable  effects  on  cash  market  prices.  This  article  reports  the  results  of  an 
extensive  study  of  the  behavior  of  cash  market  prices  for  dry  onions,  a  perishable 
commodity  which  was  traded  on  the  Chicago  Mercantile  Exchange  from  1942  until  a 
Congressional  ban  on  trading  became  effective  in  1959.  The  study  detected  no 
differences  in  cash  onion  price  performance  between  periods  before,  during,  and  after 
trading. 
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People  have  argued  over  what  the  trading  in 
commodity  futures  contracts  does  to  cash  market 
prices  ever  since  formalized  futures  trading  began.  A 
common  charge  has  been  that  speculation  in 
commodity  futures  by  individuals  not  involved  in 
physical  ownership  of  the  product  creates  an 
artificial  marketing  environment  with  consequent 
cash  price  behavior  not  reflective  of  actual  supply 
and  demand  conditions. 

Producers  of  certain  seasonally  produced 
perishable  commodities  claim  that  seasonal 
marketing  patterns  for  these  commodities  make  cash 
price  movements  unusually  vulnerable  to  speculative 
activity.  Onions  and  potatoes  are  frequently  cited  as 
examples  of  crops  for  which  "normal"  pricing  is 
disrupted  by  futures  trading.  The  largest  seasonal 
U.S.  onion  and  potato  crops  are  harvested  in  the  fall 
and  stored  for  sale  during  winter  months.  Physical 
deterioration  gradually  occurs  over  the  storage 
season,  and  stocks  are  normally  used  up  before 
substantial  marketings  of  the  spring  crop  begin. 
Periods  of  overlap  between  old  and  new  crops  are 
frequently  characterized  by  marked  and  rapid  price 
changes.  Short  or  delayed  new  crops  cause  prices  to 
soar  in  response  to  active  competition  for  remaining 
storage  stocks.  Plummeting  prices  accompany  early 
new  crops  as  storers  are  forced  to  dump  remaining 
holdings.  It  is  often  argued  that  such  price 
fluctuations  are  amplified  by  the  activities  of  futures 
market  speculators  who  try  to  predict  the  date  and 


size  of  the  new-crop  harvest  and  to  liquidate  open 
positions. 

Futures  trading  in  onions  began  in  1942  on  the 
Chicago  Mercantile  Exchange,  and  agitation  to  end 
trading,  primarily  from  onion  growers,  begem  soon 
after.  Several  bills  to  prohibit  trading  were  submitted 
to  Congress  beginning  in  the  early  1950's,  and  in 
1958,  Congress  passed  Public  Law  85-839  which 
banned  onion  futures  trading  on  any  exchange.^ 

Trading  in  Maine  potatoes  on  the  New  York 
Mercantile  Exchange,  which  began  in  1941,  has  also 
been  opposed  by  growers  but  attempts  to  ban  this 
trading  have  not  been  successful.  The  most  recent 
attempt  to  ban  trading  of  the  contract  was  in  the  form 
of  House  of  Representatives  Bill  7287  to  prohibit 
trading  in  Irish  potatoes  on  all  commodity 
exchanges.  This  bill  was  reported  out  of  the  House 
Committee  on  Agriculture  on  June29, 1972,  after  four 
days  of  testimony  before  the  Subcommittee  on 
Domestic  Marketing  and  Consumer  Relations  in 
January  and  March.  A  move  to  report  the  bill  out  of 
the  House  Rules  Committee  was  subsequently 
defeated  on  September  26,  1972.  However,  following 
this  action,  the  bill  was  brought  to  the  floor  of  the 
House  under  the  suspension  of  rule  procedures  which 


'Trading  continued  until  November  1,  1959,  pending 
resolution  of  a  court  order  regarding  the  constitutionality  of 
the  ban. 
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requires  a  two-thirds  vote  for  passage.  On  October  13, 
1972,  the  House  voted  the  bill  down. 

The  ban  on  onion  trading  and  attempts  to  get  a  bill 
passed  in  Congress  to  end  trading  in  potatoes  are  in 
vivid  contrast  to  recent  commodity  exchange 
expansions  of  trading  in  other  perishable 
commodities,  notably  frozen  pork  bellies  and  live 
cattle  and  hogs.  Thus,  the  issue  of  whether  futures 
trading  in  perishables  interferes  with  orderly 
marketing  and  upsets  normal  price  movements 
becomes  even  more  open  to  question  and  in  need  of 
further  analysis.  Evidence  that  trading  in 
perishables  has  no  significant  impact  on  cash  prices 
would  be  consistent  with  the  expansion  of  traded 
commodities,  based  in  large  part  on  positive  benefits 
to  users  of  futures  markets. 

Study  of  Onion  Prices 

The  history  of  trading  in  dry  onions  provides  an 
experimental  base  for  exploring  the  contention  that 
futures  trading  in  perishable  commodities  results  in 
abnormal  or  undesirable  cash  price  performance.  We 
have  onion  price  data  for  reasonably  long  periods 
before,  during,  and  after  the  time  of  active  futures 
trading  in  onions.  This  permits  comparison  of  price 
behavior  among  the  3  periods. 

A  recently  completed  project  sponsored  by  the 
Commodity  Exchange  Authority,  USDA,  and 
conducted  by  the  University  of  Wisconsin  and 
USDA's  Economic  Research  Service,  explored  the 
price  effects  of  futures  trading  in  onions.  The  overall 
project  consisted  of  2  phases.  The  first  involved  a 
description  and  evaluation  of  the  level  and 
variability  of  onion  prices  over  the  period  1930-68. 
The  second  phase  outlined  and  examined  factors 
affecting  onion  prices  over  the  same  period. 

Analysis  of  Price  Performance 

Phase  P  dealt  exclusively  with  the  late-summer 
onion  crop,  comprising  about  three-fourths  of  total 
crop  year  production  and  the  primary  source  of 
yellow  globe  variety  which  was  the  quoted  variety  in 
the  onion  futures  contract.  The  overall  period  of 
analysis  was  the  crop  years  1930/31-1967/68.  This 
span  was  divided  into  3  subperiods  consisting  of  11 
years  prior  to  futures  trading  (1930/31-1940/41),  9 
years  of  active  trading  (1949/50-1957/58),  and  9  years 
following  the  ban  on  trading  (1959/60-1967/68). 

The  study  examined  deflated  f.o.b.  shipping  point 
prices  in  western  Michigan  and  wholesale  prices  for 
Michigan  onions  sold  in  Chicago.  Several  measures 
of  price  performance  were  developed  and  compared 


over  the  pre-trading,  trading,  and  post-trading 
subperiods.  Measures  of  price  performance 
considered  included  (1)  year-to-year  variability  in 
average  weekly  prices,  (2)  week-to-week  variability 
within  seasons,  (3)  variability  in  monthly  price 
ranges,  (4)  variation  over  space,  (5)  deviation  of 
observed  coefficients  of  variation  from  those 
expected  on  theoretical  grounds,  and  (6)  random 
variability  as  measured  by  the  variate  difference 
method. 

Based  on  exhaustive  tests  including  these 
measures,  the  study  concluded  that  a  shift  in  price 
performance  in  the  cash  onion  market  apparently 
occurred  between  the  pre-trading  and  trading 
subperiods.  Whether  this  change  was  attributable  to 
the  existence  of  futures  trading  or  the  occurrence  of 
World  War  II  in  the  intervening  years  between  the 
subperiods  could  not  be  determined.  However,  there 
was  no  evidence  that  price  performance  following  the 
ban  on  trading  differed  from  performance  during  the 
time  of  trading.  In  particular,  the  seasonal  price 
pattern  in  the  post-trading  subperiod  did  not  revert  to 
that  of  the  pre-trading  subperiod,  but  was 
indistinguishable  from  the  seasonal  pattern  of  prices 
during  trading.  Furthermore,  when  1931/32  (a  crop 
year  characterized  by  an  extremely  short  late- 
summer  crop  and  an  inordinate  seasonal  price  rise) 
was  omitted  from  the  analysis,  it  was  not  apparent 
that  any  significant  shift  in  performance  occurred 
over  the  entire  1930-68  period. 

Analysis  of  Pricing  Structure 

While  Phase  I  of  the  overall  study  of  onion  prices 
dealt  with  observed  price  performance.  Phase  II, 
conducted  by  Economic  Research  Service,  considered 
the  effect  of  market  forces  underlying  observed 
prices.  Economic  models  were  developed  to  assess  the 
influence  of  supply  and  demand  variables  on  price, 
and  to  determine  if  and  how  their  degree  of  influence 
differed  during  the  period  of  futures  trading. 

Two  separate  analyses  evolved  in  Phase  11.^  The 
first  considered  year-to-year  farm  price  variability  for 
3  seasonal  onion  crops;  late  summer,  early  spring, 
and  intermediate,  consisting  of  the  combined  late- 
spring  and  early-summer  crops.  A  two-equation 
model  for  each  crop  was  constructed  consisting  of  an 
acreage  response  and  price-quantity  demand 
function.  Acreage  response  was  expressed  as  a 
function  of  lagged  acreage  and  past  and  current 
prices.  The  price-quantity  demand  function  related 
average  farm  price  to  production,  competing  onion 
crop  size,  consumer  income,  and  trend. 


^Conducted  by  A.C.  Johnson,  Jr.,  of  the  University  of 
Wisconsin,  and  reported  in  "A  Description  of  Price 
Performance  in  the  Cash  Onion  Market,"  U.S.  Dept.  Agric. 
Tech.  Bui.  No.  1470,  Washington,  D.C.,  January  1973. 


^The  first  analysis  is  reported  in  "Structure  of  Seasonal 
Supply  and  Demand  in  the  Dry  Onion  Market,"  Econ.  Res. 
Ser.,  U.S.  Dept.  Agric,  MRR  No.  985,  Washington,  D.C., 
Jan.  1973.  A  report  covering  the  second  analysis  will  be 
published  at  a  later  date. 
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Data  were  not  available  for  considering  the  period 
prior  to  futures  trading,  but  parameter  estimates  were 
obtained  for  the  trading  and  post-trading  period. 
Statistical  tests  were  utilized  to  detect  significant 
differences  in  the  relative  and  absolute  effect  of 
explanatory  variables  between  periods.  For  each 
seasonal  crop,  it  was  concluded  that  there  was  no 
difference  in  the  impact  of  supply  and  demand  forces 
on  price  between  the  periods  during  and  following 
futures  trading. 

In  the  second  study,  a  model  was  developed  to 
analyze  the  process  of  intraseasonal  pricing  during 
the  sales-from-storage  period  of  the  late-summer  crop 
marketing  season.  The  November-April  season  was 
divided  into  4  intervals  according  to  the  type  and 
quality  of  information  available  to  market 
participants  as  the  season  progressed.  Equations 
were  constructed  for  each  interval  relating  price  to 
variables  representing  rate  of  current  sales,  the  level 
of  remaining  storage  stocks,  the  expected  size  and 
date  of  arrival  of  the  new  spring  crop,  and  trend.  The 
model  was  applied  to  weekly  f.o.b.  shipping  point 
prices  for  Michigan  onions.  Separate  estimates  were 
made  for  periods  preceding,  during,  and  following 
futures  trading  in  onions. 

Using  the  estimated  results,  several  methods  of 
comparisons  were  employed  to  determine  if  the 
intraseasonal  pricing  process  varied  over  the  pre- 
trading,  trading,  and  post-trading  periods.  While  in 
limited  cases,  differences  during  parts  of  the  season 
were  suggested,  such  differences  were  not 
consistently  present  from  test  to  test  and  there  was  no 


compelling  evidence  to  indicate  that  market  forces 
influenced  weekly  cash  onion  prices  differently  in  the 
3  periods.  Consequently,  to  the  extent  that  the  model 
represented  the  intraseasonal  pricing  mechanism,  it 
was  concluded  that  futures  trading  in  onions  had  no 
discernible  impact  on  the  structure  of  intraseasonal 
pricing  in  the  late-summer  onion  market. 

Implications 

The  overall  study  provides  evidence  that  neither 
onion  price  performance  nor  the  underlying  pricing 
structure  of  the  onion  market  differed  significantly 
during  the  period  of  onion  futures  trading  from  the 
periods  preceding  or  following  trading.  This  leads  to 
the  conclusion  that  futures  trading  had  no 
perceptible  impact  on  the  workings  of  the  cash  onion 
market,  and  further,  that  onion  futures  trading 
cannot  be  judged  as  either  detrimental  or  beneficial  to 
cash  onion  prices  merely  because  the  product  is  more 
perishable  than  conventional  types  of  products 
traded  in  futures. 

Of  course,  the  conclusions  of  this  study  directly 
apply  only  to  onions.  Comparable  statistical 
analyses  of  the  cash  price  effects  of  futures  trading 
cannot  be  made  in  cases  of  perishable  commodities 
currently  being  traded  in  futures.  However,  potatoes 
have  much  in  common  with  onions,  including  sirriilar" 
cropping  and  marketing  patterns,  perishability,  and 
demand  elasticities.  Hence,  the  results  suggest  that, 
as  in  the  case  of  onions,  cash  potato  prices  may  be 
similarly  unaffected  by  trading  in  potato  futures. 
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